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Planning for Personal Financial Security

Vivian M. Robb, CPA, is a partner in Din
widdie, Kandt, Smith & Fought, Certified
Public Accountants. She has attended
Michigan State University and Western
Michigan University and took accounting
courses through the LaSalle Extension Uni
versity.
Her memberships include the American
Institute of Certified Public Accountants, the
Michigan Association of CPAs, and the
American Woman's Society of Certified Pub
lic Accountants.

Vivian M. Robb, CPA
Petoskey, Michigan
The author suggests ways in which ac
countants can help their clients analyze
and plan their personal finances.

The value of budgets, cash-flow state
ments, and projections for businesses is
generally acknowledged. Similar infor
mation for individuals could also be use
ful, but it is seldom seen. Recently, how
ever, increasing attention has been given
to the subject of personal finance. Statis
tics, for instance, indicate:
1. A national survey has shown that
money problems were cited in 9 out of 10
cases as the major cause of divorce.1
2. U.S. 1972 GNP was $1,155 billion.
This included $54 billion spent on resi
dential structures and $727 billion spent
on personal consumption.2
Obviously, what consumers choose to do
with their money is of primary impor
tance to the economy, and many recent
discussions on the subject of inflation
have stressed this.
With such facts accountants can expect
that people will increasingly turn to them
for assistance with personal financial
planning. If they are to accept the respon
sibility of giving such advice, they should
think about and discuss ways of applying

accounting skills to this area. This article
suggests one possible approach by dis
cussing some ideas in each of the follow
ing areas:
1. Budgeting and Recordkeeping
2. Organizing the Information into a
Useful Format
3. Analyzing the Information

Budgeting and Recordkeeping
If an individual asks for assistance with
personal financial planning, the first
thing to do is to set up a budget and a
system for recording receipts and expen
ditures. The mechanics of developing a
personal budget and keeping personal re
cords will not be covered here, because
there are any number of good books on
the subject.
By developing a step-by-step guide of
one or two pages in a form that will en
courage the client to do as much as possi
ble on his or her own, the amount of time
needed for this aspect can be minimized.
The client should be aware that the
budget developed will be of little value if

no records are kept showing variances
from the budget. It is not necessary to
have a record of every penny spent, how
ever. The client needs a reasonably accu
rate picture of receipts and expenditures,
not a set of books that can be audited by
the IRS. It must be remembered that the
client is probably not a bookkeeper and
does not intend to become one. For that
reason any recordkeeping should be
made as simple as possible. There are
many inexpensive books on the market
that would serve the purpose. The local
variety store should have several from
which to choose.
Once the budget is set and recordkeep
ing is under way, a date should be
selected for an annual review. This does
not have to be December 31, April 30 may
do just as well. At that point the shock of
income taxes will probably still have the
client in the mood for financial planning.
On the other hand, a client may prefer a
fall date. In that case it may be possible to
combine this work with some year-end
tax planning.
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Whatever date is selected, the next task
is to obtain a list of assets and liabilities as
of that date. The client should be able to
furnish such a list, but the job can be
simplified by providing an inventory
sheet.
Included should be information on
whether property is jointly owned and, if
so, with whom; the original cost of assets
(estimated, if necessary); and the remain
ing balances of all liabilities. The inven
tory schedule should also request infor
mation regarding the cash surrender
value and face value of life insurance
policies, the value of vested interests in
pension or profit-sharing plans (it may be
necessary to dig up this information), and
sufficient information about investments
to determine current market values. If the
client has business interests, they have to
be valued, probably by the accountant. In
addition to the inventory of assets and
liabilities, the accountant needs the
client's record of receipts and expendi
tures for the annual review.

Organizing the Information Into a
Useful Format
Perhaps the most useful formats for ac
countants are the familiar ones, e.g., a
statement of assets, liabilities, and excess
of assets over liabilities and a statement of
receipts and expenditures. A word of cau
tion: this discussion is based upon the
premise that the information is assem
bled either for use in the accountant's
workpapers or as a basis for developing a
form that the client will complete.
If the accountant provides financial
statements for the client, he or she should
be familiar with the discussion of per
sonal financial statements found in the
American Institute's Audit Case Study of
Personal Financial Statements.3 Briefly,
this study requires that the individual(s)
reported upon be clearly identified in the
statements, that statements be prepared
on the accrual basis, and that assets be
shown at cost. A parallel column showing
estimated values can be included. The as
sets and liabilities should be listed in
order of liquidity with no separation of
current and non-current items. Disclos
ures of any pertinent information, includ
ing basis for estimating current values,
should be included. Even if audited fi
nancial statements are not prepared, it
may be wise to follow these guidelines.
Caution should be used in preparing any
information for release that in any way
resembles financial statements, as that in
formation could easily become part of a
loan application at the local bank or credit
agency.
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Analyzing the Information
Having organized the data into the tradi
tional statements or a similar format, the
accountant is now ready to analyze them.
What are some of the points to consider
when reviewing financial security?
The first consideration may be the cash
situation. It is generally recommended
that people have an emergency fund of
three to six months' take-home pay. Some
individuals may choose to ignore this
guideline preferring to risk a forced sale of
assets. The person who cannot afford to
sell assets in an unfavorable market, how
ever, should be concerned with establish
ing an emergency fund that will provide
for a period of unemployment, illness,
major repairs, etc. The extent of insurance
coverage will, of course, affect the size of
the emergency fund needed. With sub
stantial insurance coverage, eligibility for
unemployment compensation, and little
likelihood of a strike, an emergency fund
equal to three months' take-home pay
may well be adequate. For those with lit
tle insurance, frequent illnesses, etc., a
larger reserve should be considered.
Is the individual adequately insured?
The subject of insurance is a controversial
one. Many people have opinions on what
is best, but it is not the accountant's re
sponsibility to choose for the client, but to
point out the alternatives. The following
basic needs for cash should be considered
before determining the adequacy of life
insurance coverage:
1. Immediate cash needs for last ex
penses: at least $2,000.
2. Living expenses during a period of
adjustment: six months' to a year's in
come.
3. An emergency fund for an unex
pected crisis: between $1,000 and $3,000
depending on the size and the health of
the family.
4. An income fund if the surviving
spouse will be unable to work: one esti
mate is to use ½ of the former income, but
not less than $500 per month if there are
children still in school; if no children, 14
of the former income, but not less than
$350 per month.
5. Debt repayment fund: included
should be major debts that could not be
repaid if income is reduced (see number
4, above).
6.
College education fund.
The total insurance required could, of
course, be reduced if the family has assets
that it could, and would want to, convert
to cash if needed. Without debating the
advantages of permanent versus term in
surance, the client should be aware of the
possibility of term insurance in cases
where the need for insurance is tempor

ary or he or she is grossly under-insured
and does not have the money for pre
miums on permanent insurance.
While considering insurance coverage,
a review of the current value of the client's
assets may reveal that household or other
insurance coverage has not kept pace with
changing values.
How much debt can a person handle?
The best way to answer this question is to
review receipts and expenditures and
discuss areas in which present spending
can be cut. It should then be possible to
determine the amount of money available
to meet monthly payments. This ap
proach would apply to any debts, from
small installment loans to a home mort
gage.
An essential part of planning for finan
cial security is planning for retirement. It
is usually recommended that an indi
vidual plan for a retirement income of 50
to 60% of the final working salary. In the
present era of high inflation, this becomes
more complicated and more important. A
starting point might be an evaluation of
potential retirement income in terms of
any vested interest the client has in pen
sion or profit-sharing plans and in social
security, and to determine the value and
growth rate of the investments. It must
not only be determined whether the 50 to
60% requirement is met now, but also
whether the retirement funds are growing
at least as fast as the economy.
Social security currently provides a re
tirement income equal to, at a minimum,
about 40% (60% if spouse also collects) of a
worker's average monthly wage subject to
social security. This does not mean that
social security can provide all the retire
ment income needed, however, for two
reasons: First, wages may exceed the max
imum wage on which social security is
collected (and on which payments are
based). Second, the maximum wage on
which social security is paid has been
changing rapidly and the client's social
security benefits will be based on average
earnings subject to social security. The
client should aim toward additional re
tirement income equal to at least 50% of
earnings in excess of average social se
curity credited earnings.4 Unless he or
she has only recently started to work, this
amount is apt to be less than $6,000 to
$7,000 a year.
A corporate pension plan integrated
with social security may provide the addi
tional funds required. If this is the case,
the accountant should obtain a copy of the
explanation of the plan prepared for em
ployees and determine how the pension
will be computed and what the vesting
requirements are. If the client is covered

by a money-purchase pension plan or a
profit-sharing plan, it may be possible to
determine the average annual contribu
tion to the plan and to evaluate the growth
rate of investments in the plan. Again,
vesting requirements should be deter
mined before counting on this source of
retirement income.
If the client is self-employed, a taxdeferred Keogh plan should be consi
dered. Under this plan contributions can
be deferred, within limits, until after re
tirement when tax rates are apt to be
lower. Earnings on funds within the plan
also escape current taxes. These advan
tages must be weighed, however, against
the facts that employees may have to be
included in the plan, that there are limita
tions regarding the types of investment,
and that the funds cannot be touched in
case of emergency. If the client is consid
ering a Keogh plan, the accountant should
prepare a schedule showing the estimated
long-range financial consequences. The
client will then have to decide whether
the financial benefits outweigh the limita
tions on flexibility.
The client may decide to pursue a per
sonal investment program along with, or
instead of, a pension or profit-sharing
plan. He or she may follow a basically
conservative or a speculative approach.
Whatever the approach, however, if it has
not proven successful by twenty years
prior to the intended retirement, it is time
to do some serious re-evaluating. One
method of estimating the amount that the
client should be investing in a retirement
fund annually is shown in Schedule 1.
The computation is based on the assump
tion that the investments will grow at the
same average annual rate as the economy.
The following assumptions, which can be
changed to fit different situations, have
also been made:
1. 1972 earnings were $13,000 and the
individual has earned at least the max
imum for social security purposes since
1951.
2. The individual is now age 45, with
no pension or profit-sharing plan other
than social security, wishes to retire at age
65, and expects to live 20 years beyond
retirement.
3. Investments will earn 6% before
taxes.
4. The individual's tax bracket during
working years is approximately 25% and
is expected to be negligible after retire
ment.
In this particular case the individual
would need to put approximately 18% of
earnings in excess of average social se
curity credited earnings into investments

Schedule 1

Earnings
Less average social security
credited earnings
Excess
Minimum additional needed per year of
retirement — 50% of excess
Multiplied by the factor for the present
value of an annuity for 20 years
assuming 6% earnings after taxes
Amount required at retirement
Divided by the factor for the amount
of an annuity for 20 (15) years
assuming 4½% earnings after taxes
Annual investment required
Annual investment as a percent of the
excess earnings

that would compound at a current rate of
6% before taxes and that would continue
to grow as fast as the economy. This
would need to be done each year between
now and retirement. If he or she should
wait for another five years before starting
the retirement plan, it would be necessary
to put about 28% of the excess into the
same type of investment. The longer this
is put off, the more impossible the task
becomes. These percentages would vary
as different assumptions and estimates
are used, but twenty years prior to retire
ment is generally none too soon to think
seriously about retirement finances.

Summary
Accountants can expect to receive more
and more requests for assistance with
personal financial planning. They can be
most effective by developing step-bystep guides for individuals to follow as
they collect and summarize personal fi
nancial information. These guides should
be designed to encourage clients to do as
much as possible on their own. The ac
countants' efforts can then be concen
trated in the areas that most require their
professional skills and justify their fees:
those of helping individuals to analyze
and interpret the financial data they have
gathered and to understand the relation
ship of financial security needs to their
total financial picture.

Age 45
13,000

Age 50
13,000

5,800
7,200

5,800
7,200

3,600

3,600

x11.470
41,292

x11.470
41,292

÷31.371
1,316

4-20.784
1,986

18.3%

27.6%

Footnotes
1Books by U.S. News & World Report,
Planning Your Financial Future, (Washington,
D.C., U.S. News & World Report, Inc., 1972)
2F rom revised statistics reported in July,
1973, Survey of Current Business published by
the U.S. Department of Commerce.
3American Institute of Certified Public Ac
countants, Audits of Personal Financial State
ments, (New York, American Institute of Cer
tified Public Accountants, 1968)
4T o determine average social security cre
dited earnings, add earnings since 1951 up to
the maximum each year. Exclude the five low
est years. Divide by the number of years for
which wages were included. Maximum co
vered earnings since 1951 were:
$3,00,600
1951-1954
4,200
1955-1958
4,800
1959-1965
6,600
1966-1967
7,800
1968-1971
9,000
1972
10,800
1973
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